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KEY ECONOMIC INDICATORS 
(In Millions of Lebanese Pounds (LL) Unless Otherwise Indicated) 


INDICATOR (UNIT) 
A B c D 


1974 * % Change 
Thru Month Same 
MONETARY & FINANCIAL 1972 1973 Given Period B 
LL/$ Exchange Rate (Average) 305.0 254.0 235 (11) - 6.8% 
Gross National Product 6,358 7,350E 8,437E (12) + 14.8% 
Gold & Foreign Exchange Reserve $Mil** 675 836 1,080 (9) + 20.1% 
Money Supply 2,011 2,299 3,814 (11)#+ 70.1% 
-Currency in Circulation 1,104 1,303 1,336 (ll) + 7.8% 
-Demand Deposits 907 996 2,478 (11) +147.2% 
Private Bank Loans 6,394 8,229 9,387 (9) + 21.3% 
Private Bank Resources 6,518 8,024 9,068 (9) + 20.2% 
Commercial Bank Rate (Average) 8% 8-9% 9-10% 
Gen. Price Index (Beirut,1966=100) 114.8 237 137.2 {9) + 9.3% 


TRADE 
Customs Receipts 229 361 346.3 (9) + 33.0% 
Total Imports 2,798 3,336 N/A 
Total Exports 1,169 1,597 N/A 
Imports from U.S. ($ Mil. FOB) 93 130 145.5 (6) +108.0% 
Industrial Exports 345.5 446 624.0 (9) +104.0% 
Fruit Exports (1,000 M.T.) 333 356 242 (9) - 13.0% 
Beirut Port (1,000 M.T.) 
-Freight Loaded 678 725 708 (9) + 23.0% 
-Freight Unloaded 2,665 eertt 2,855 (9) + 34.4% 
-Transit Trade 768 755 687 (9) + 28.9% 


INVESTMENT 
Construction, Beirut 
-No. of Permits 743 576 397 (9) 4.5% 
-Area (1,000 Sq. Meters) i,3s7o Lage: 629 (9) 32.0% 
Domestic Cement Sales (1,000 M.T.) 1,205 1, a72 1,011 (9) 4.8% 
New Businesses (SALSs) 97 135 156 (9) 38.0% 


TOURISM 
Non-Syrian Arrivals (1,000) 1,048 890 1,174 (9) 66.0% 
Western Arrivals (1,000) 375 254 332 (9) 59.6% 


OTHER 
Motor Vehicle Sales 22,507 29,681 31,953 (9) 40.3% 
Electricity Prodiction (MKWH) 1,548 1,790 1,468 (9) 12.0% 


Lebanon's Population (1973) estimated at about 3 million 
*Data cumulative to month given in parenthesis, except for the exchange 
rate and the bank rate which are for the month given. Some 1974 
statistics are preliminary and subject to revision. 
**International Monetary Fund in Millions of Dollars 
#For the year through mid-October Money Supply had increased by 16-18%, to 
LL2.739 billion October 15. The large increase since then is the result 
of heavy central bank dollar purchases intended to elevate the exchange rate. 





SUMMARY 


Overall performance for 1974 may show modest real improve- 
ment over 1973, in terms of Lebanese pounds, but the con- 
tinued strength of the floating Lebanese pound (LL) may 
produce a rise of 25% in gross national product measured 
in dollars, to about $3.6 billion. Inflation remains a 
problem and has affected domestic consumption and invest- 
ment but externally-oriented sectors are strong. New 
annual records have already been set for tourism and 
industrial exports, thanks to the region's prosperity, 
indicating another balance of payments surplus and 
continued growth of monetary reserves. 


With Beirut retaining its standing as the region's foreign 
commercial hub, its development as a true regional financial 
center is underway. Foreign banking interest has increased 
greatly in one year --- generating resentment in some 
circles over alleged "foreign banking domination" --- and 
should intensify with the expected creation soon of a 


banking "free zone" for offshore operations, an attempt to 
handle more of the region's oil wealth. Development of 
investment banking proceeds and some first steps have been 
taken into sophisticated money operations. 


The prospects for American exports remain good but traders 
and investors should monitor government policy developments 
in their fields. Efforts to retain local control of the 
economy and public dissatisfaction with the quality of life, 
the pace of economic development and government performance 
in general may induce changes. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Based on performance through the third quarter, Lebanon's 
gross national product (GNP) for 1974, in current terms, 
should increase by at least 15%, to LL8.4 billion (about 
$3.6 billion), or to at least $1,200 per capita. If 

the inflation rate for the year remains at its 10-month 
average of 13-14%, some slight real growth may result, 

in contrast to 1973, when, according to revised estimates, 
both GNP and inflation advanced by about 15%. 


Although purely domestic economic activity is affected 

in part by resistance to inflated prices, externally- 
Oriented sectors are pulling the economy ahead, responding 
to boom conditions in the Arab hinterland and a relatively 
amiable inter-Arab political climate. With the Arab- 
Israeli truce holding, chief preoccupations are financial: 
inflation, exchange rate and credit policy, development 

of existing institutions --- particularly Beirut's 
international financial sector --- to share in what is 
being termed the coming "Arab renaissance" made possible 
by huge Arab oil revenues. 


The accession on October 31 of a new government under 
Prime Minister Rashid Solh lifted some of the malaise 
lingering from 1973's domestic and regional political 
turbulence. The new government does not seem inclined 
toward fundamental changes in Lebanon's liberal economic 
system but alleviation of long-neglected social problems 
and more balanced development would seem to require a 
larger government role in the economy. 


New Records. Increased Arab spending power and open 
borders enabled tourism and industrial exports to set 

new annual records after only nine months, suggesting 

a balance of payments surplus for a seventh successive 
year (since 1960, international payments were in deficit 
only in 1967). Western tourism, extremely sensitive to 
strife in the area, is less buoyant than Arab tourism 

but should reach a new annual high. Doubled industrial 
exports for the three quarters may be somewhat exaggerated 
through comparison with mid-1973, when the Syrian border 





and thus the main trade route were closed for 101 days, 
but most of the improvement seems real. Fruit exports, 
the major agricultural export and until 1971 the leading 
export, are down in relation to last year's bumper 
volume but should reach normal levels for the year. The 
volume of international and transit trade is up strongly 
and congestion at Beirut's long-criticized port has 
eased enough to permit elimination of some shipping 
surcharges. However, growing freight congestion at 
Beirut airport suggests that some of the problem has 
been transferred there. Lebanon's two international 
airlines remain quite profitable despite higher fuel 
costs. 


Domestically, consumer resistance to high prices is 

said to be depressing some retail trade sectors, particularly 
sales of non-essentials. High land and materials costs as 
well as a credit squeeze are blamed for a continued cyclical 
fall in building permits, although cement sales indicate 


that actual construction is near last year's pace. The 
brightest domestic sector seems to be motor vehicle sales, 
which continue at twice the 1972 pace in response to the 
strong appreciation of the Lebanese pound against most 
vehicle suppliers' currencies. 


Inflation, Thank so the pound's appreciation, 

Lebanon has been less affected by inflation than many 
countries but cost-of-living increases are steep enough to 
be a leading political issue and a burden on foreign 

and other residents on dollar budgets. The pound's 32% 
appreciation against the dollar since 1971, compounded by 
double-digit inflation since early 1973, has caused 
financial crises for the American University of Beirut and 
United Nations refugee relief programs. 


On a 12-month moving average, the official government 
cost-of-living index peaked at 13.5% in July and since 
then has recorded advances of only 9-10% through October. 
Since it omits rents and school tuition, two costs subject 
to very rapid increases this year, the index understates 
inflation by at least 2-3%, at least for most foreign 
residents. One economist suggests that 20% is closer to 
reality. 





The improvement may not last. Organized labor, which 
while moderate is increasingly effective, will soon 
intensify efforts to win a catch-up general wage increase 
of 15% and a 27% increase in the monthly minimum wage, 
from LL275 to LL350. Government subsidies paid to 
stabilize consumer prices of sugar, bread, rice and 
gasoline, impose such drains on the Treasury that they 

may be reduced and prices of these necessities permitted 
to rise. (A 25% increase in retail petroleum product 
prices to replenish the fuel subsidy fund has been rumored 
for some time. Pending legislation would impose progressive 
use taxes on motor vehicles, to reduce congestion and 
restrain gasoline consumption.) A huge, one-month in- 
crease of LL1 billion or 35% in the money supply caused 

by a recent and controversial central bank effort to 
"devalue" the floating Lebanese pound seems highly in- 
flationary unless neutralized. 


Domesticating The Pound. The Banque du Liban, Lebanon's 
10-year-old central bank, plunged into Beirut's foreign 
exchange market on an unprecedented scale between mid- 
October and mid-November, purchasing possibly $500 million 
to inflate money supply (Ml) from LL2.739 billion to 
LL3.710 billion and drop the pound/dollar exchange rate 
from LL2.20 to LL2.40 briefly. The rate returned to the 
low LL2.30s when Banque dollar purchases slowed in late 
November. Intervention on this scale caused considerable 
controversy, not allayed by government statements that 

the purpose is to discourage imports and encourage exports 
and tourism, since the latter seem quite strong. The 
Banque offered no explanation but has decreed an array of 
bans or disincentives on non-resident pound borrowing or 
use plus incentives for shifting into foreign currencies. 
While most agree that the pound's international value is 
unrealistically high and a potential constraint on Lebanon's 
economic welfare, most reaction has questioned the operation's 
prudence and efficacy. Another view is that in flooding 
the market with pounds and restricting their use, the 
Bangue is creating an overhang with which the market will 
“devalue" the pound eventually through conversion of idle 
pounds into foreign currencies. A charge that the Banque 
is rescuing foreign exchange losers has few adherents. 





Credit Policy. For the past two years the Banque has 

tried various tight money techniques to combat inflation. 
Commercial bank reserve requirements for pound deposits 
have increased to 8% and will be 10% from January l. 

When suasion failed, penalty reserve requirements of up 

to 40% were levied on bank lending above specified levels 
during second-half 1974. Initially the credit base was 

the end-1973 level of LL8.3 billion but on November 19 

the Banque raised the base to the September 30 lending 
level of LL9.4 billion until year end, when the December 31 
level becomes the base. The Banque also ended new or 
renewed pound loans to non-residents. On January 1 penalty 
reserves will be replaced by an absolute lending limit of 
12% above the base at least through mid-1975, permitting 
little credit growth in real terms when inflation is 
considered. 


Regional Financial Center. While the Banque wrestles with 


credit and the exchange rate, it and the government are 
moving toward establishing a banking free zone, possibly 
on January 1, a first step toward developing Beirut into 
a regional financial center to handle more of the region's 
greatly-expanded supply of petrodollars. Currently, 
Beirut's role is mainly that of a dormitory and meeting 
place for financiers, with relatively few petrodollars 
handled by its 73 commercial banks, its five newly-formed 
or forming medium and long-term banks,and its three new 
international finance companies. 


Pending legislation creating the free zone would limit it 
to non-Lebanese pound accounts of non-residents and abolish 
the 10% withholding tax remaining for some interest earnings, and 
the small deposit insurance premium, reserve requirements 
and minimum deposit requirements. The Banque du Liban has 
already eliminated reserve requirements on foreign currency 
deposits as of January 1 and could create the free zone 

by decree but the permanence of legislation is desired. 

At present, there is no indication that a proposal to 
license banks solely for free zone operations --- like 
Singapore's off-shore banks --- will be adopted. 


Meanwhile the world's banks already consider Beirut a center 
of financial operations. With an eye on the coming free Zone, 





at least ten foreign banks have purchased full or partial 
interests in existing commercial banks in the past two 
years. Since commercial bank licenses are frozen during 
1967-77, the license price is now rumored near $4 million. 
There has been inconclusive discussion about marketing 
the dormant licenses of nine banks bankrupted after the 
Intra-Bank crash of 1966. Most foreign entrants are 
content with regional bank representative offices. By 
year end these will number about 57, including a few 
Eastern European representatives, compared to about 35 

a year earlier. 


With little more than half of Beirut's banks and none of 
the top ten in wholly Lebanese hands, there is concern 
over ensuring Lebanese control of domestic banking while 
accommodating foreign banking. This and the development 
of Beirut markets for bonds, commercial paper, treasury 
bills, certificates of deposit and other longer term 
instruments little used here as yet,will continue in 1975. 


That Beirut has some distance to go to become a financial 
center of world status was acknowledged by a recent 

Banking Association seminar on the promotion of Beirut as an 
international financial center. Applauding the free 

zone, participants from several countries also called for 
substantial improvement in postal, telephone and tele- 
communications services, removal of legislative impediments 
to medium and long-term banking, modification of corporate 
and tax laws to remove disincentives to large-scale 
companies, closer links with other centers and development 
of Beirut's small stock market. 


Commercial Center. Although some think the rush has 
peaked, non-financial firms continue to establish regional 
offices here while existing firms continue to expand, 
driving up rents for offices and expatriate housing. Rents 
for desirable new office locations range as high as $18 

per square foot, double the American norm we understand. 

It is no longer unusual to hear of newly-arrived junior 
executives paying LL20,000 or more annually for apartments 
which cost LL10,000 three years ago. While formerly the 
typical Beirut office of an American firm fit into a 





converted apartment and was completely subordinate to 
the home office, some firms now occupy two or more 
floors of office blocks and wield considerable autonomy. 
Increasingly, Beirut-based representatives spend the 
Saturday-Sunday weekend on business in nearby countries 
which observe a Thursday-Friday weekend. 


Labor Market Adjustments. Like its neighbors, Lebanon is 
experiencing new labor trends in response to the demands 
of stepped-up development and business activity. Some 
are well-defined, others embryonic. Intensified Syrian 
development is affecting the traditional supply of migrant 
manual labor in construction, the docks and on farms, 
causing modest labor imports from as far away as Pakistan. 
More maids are being imported from such traditional sources 
as Egypt and the Seychelles. In white-collar employment 
job hopping is common. Skilled, tri-lingual secretaries, 
clerks and middle managers --- Lebanon's specialty --- 
command rising salaries while experienced expatriate 
residents are also much in demand. Arab economic or 
political exiles are beginning to return to Lebanon, some 
with several years of business experience 

in the United States or other Western countries. High- 
priced consultants, think tanks and news letters of 
varying quality proliferate but the best talent is over- 
extended. Self-employed Lebanese professionals such as 
accountants commute more frequently to contract work in 
the oil countries, while an increasing number of Lebanese 
are attracted there by high wages. 


New Government. The 14-month-old government of Prime 
Minister Takieddine Solh, a distant relative of the new 
premier, fell in October, succumbing to public dissatisfaction 
Over increased crime and public gunplay, inflation, in- 
adequate water supplies and sanitation, traffic congestion, 
shortages of sugar and other staples and demands by the 
rural Shia Moslem minority for more political and economic 
benefits and protection from Israeli incursions in the 

far south. In his November 21 policy address to Parliament, 
the new premier promised quick action on the most pressing 
complaints and, for the longer term, pledged government 

aid for low-income housing, expansion of telephone and 





international telecommunication systems, taxation and 
administrative reform, rapid infrastructure development 
and control of inflation and government spending, all 
unrealized goals of earlier governments. 


Satisfying public wants will require of the public 

sector a larger economic role than is customary under 
Lebanon's traditional. laissez faire approach, which has 
left most economic development to the private sector 

with uneven results favoring commerce. The national budget 
usually does not exceed 15-16% of GNP, compared to 20% 

or more in industrial countries. The 1972-77 development 
plan remains largely an ideal, due to continuing failure 
to spend much more than half of annual development 
appropriations. Development focuses on Beirut to the 
detriment of rural areas, particularly the extreme south 
where continuing Palestinian-Israeli hostilities impede 
economic activity. 


There are indications of expanded government activity. 
Outside experts have completed a study (unreleased) of 

the monetary and banking system for government policy 
guidance and a study of the fiscal system is underway. 
Interest in more active fiscal policy is indicated by the 
introduction of legislation for a capital gains tax on 
real estate turnover profits both for purposes of in- 
creased tax revenue and to keep housing costs within 
middle class means, but this measure faces strong opposition. 
The 1975 national budget projects a 31% increase over this 
year's appropriations and a LL121 million deficit which 
may require new or increased taxes. 


IMPLICATIONS FOR THE UNITED STATES 


Given the region's riches, the question is not so much 
whether Lebanon will prosper but rather in which sectors 

and by how much. In some respects the country has been 
living beyond its means recently --- generally over- 
consuming, borrowing on the future and under-investing. 

When this pattern alters market shifts will result, 

probably accompanied by political adjustments. Incongruously, 





for a relatively wealthy country and region, the govern- 
ment, the object of much criticism no matter who rules, 
lacks the financial resources to respond fully to new 
demands but, with ample capital now available in the 
region, the chief obstacles to economic development seem 
to lie in public policy formulation and implementation. 
Inflation will remain an economic and political pre- 
occupation for some time to come, as, apparently, will 
the possibility of renewed Arab-Israeli hostilities, 
which in the past have disrupted economic activity and 
strained the polity briefly despite Lebanon's non-involve- 
ment in actual warfare. 


Specific American economic interests lie in four main 

areas: Beirut's potential as a financial center, its 

role as a commercial center, our leading trade position 

and Lebanon's industrial potential. Common to all four 

is the possibility of various new government policy measures 


while in the non-trade fields Beirut's high cost-of-living, 
developing manpower shortages and possible new or increased 
taxes may affect American interests. 


In the financial field, 23 American institutions are 
already present as commercial bankers or with regional 
representative offices. With commercial banking licenses 
frozen until mid-1977, fewer opportunities exist; entry 

is no longer cheap and undoubtedly will become more 
difficult as Lebanese interests are protected and entrants 
scrutinized more closely. Nevertheless, Beirut's develop- 
ment into an international financial center presents many 
opportunities in the less-restricted field of medium and 
long-term banking or other forms of intermediation, in 
creating markets for the more sophisticated money instruments 
not yet used here and in a wide range of consultative 
services. In some cases, mainly among the small banks, 

if an actual equity presence is unfeasible a managerial 
role may be indicated. 


Few obstacles exist to establishing or expanding regional 
commercial offices here except the expense and a probable 
shortage of skilled local staff. At the current rate of 
expansion, Beirut's supply of desirable and reasonably- 





priced office space and multi-lingual white collar 

workers seems likely to be strained for a time, but the 
same applies to rival aspirants for the title of Middle 
East business hub. Despite perceived tightness in the 
labor market, the government gives indications of 
exercising greater care in the issuance of work permits 

to foreigners. So far American firms do not appear unduly 
affected but, as elsewhere, there probably will be dif- 
ferences of opinion over the need for particular permits. 


In trade, the United States appears to have maintained 

its position as the leading supplier of Lebanon's imports 
and the outlook is good. Dollar devaluation and pound 
appreciation permitted the marketing of new consumer 
products and seems to have expanded the American share 

of automobile sales. High food prices inflated American 
export values this year and deliveries of jumbo jet air- 
craft will boost next year's figures. It should be borne 

in mind that, although Lebanon's recent rate of real 
economic growth is unimpressive when measured in pounds, 

in dollars current GNP grew by about 35% in 1973 and may 
grow by 25% in 1974, to about $3.6 billion, assuming an 
average 1974 exchange rate of LL2.35=$1. . Thanks to 
mandatory annual pay increases won by labor, the purchasing 
power of the average Lebanese probably has held up relatively 
well despite inflation, although central bank success in 
lowering the pound's value probably would diminish purchasing 
power. Although there is some concern over the level of 
imports, Lebanon's monetary reserves can support the present 
pace. Specific opportunities in relatively unexploited 
fields indicated by recent developments are computerization 
and other automation in the financial sector and expansion 
of telephone and telecommunications networks by the govern- 
ment. 


The picture regarding possible American industrial in- 
vestment in Lebanon contains more ambiguities than other 
sectors, suggesting thorough investigation before com- 
mitting significant capital. Skilled manual labor is in 
short supply, especially because of the Lebanese preference 
for white-collar employment. Industrial infrastructure 

is not well developed. Access to the main market, the 





Arab hinterland, occasionally is closed by political 
disputes although the reopening of the Suez Canal would 
reduce reliance on the overland route through Syria 

and Jordan. There is no US-Lebanon investment guarantee 
agreement. Insistence on Lebanese control over sensitive 
industries can be as strong as in other countries, as 
evidenced by unceasing government-industry disputes in 
the oil industry. On the other hand, Lebanon is compar- 
atively more industrialized than its neighbors, its 
literate labor force is relatively skilled,and the 
creation this year of a Ministry of Industry eventually 
may remove some of the uncertainties. 
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1971 edition 


schedule 


Statistical Classification of Domestic and 
Foreign Commodities Exported from the United States 


Numerous improvements over the 1965 Sched- 
ule B are included in this new issue by the 
addition, deletion, and revision of headnotes, 
directives, and inclusion item listings, and by the 
rewording of commodity descriptions. These 
changes facilitate the use of Schedule B, largely 
through clarification of the coverage of indi- 
vidual Schedule B numbers...however, the basic 
Outline and arrangement of the 1971 Schedule is 
the same used in the 1965 edition. The new ‘71 
edition also contains revised procedures for 
reporting quantities on the Shipper’s Export 
Declarations for those Schedule B numbers 
requiring the quantity to be shown in two units. 


Another innovation in the 1971 Schedule B is an 
updated and improved alphabetical commodity 
index expanded to cover a larger number of 
individual items. Also, the basic format of the 
index is revised to show the first five digits of 
the seven digit commodity number for each 
indexed item, rather than showing a page num- 


The Bureau of the Census 
Offers. . . 


a new and improved edition of Schedule B, 
Statistical Classification of Domestic and For- 
eign Commodities Exported from the United 
States. Shown in this 1971 edition are current 
Schedule B commodity classification code num- 
bers required on Shipper’s Export Declarations. 


ber for each indexed item. 


You may order your 1971 edition of Schedule B 
from the Superintendent of Documents, U.S. 
Government Printing Office, Washington, D.C., 
20402 (fill out order form below); from the 
local Collector of Customs; or from any U.S. 
Department of Commerce District Office. 


528 pp. $23.00 ($5.75 additional for foreign 
mailing). This price includes supplemental 
changes issued irregularly for an _ indefinite 
period. 
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